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It is important to note that the contraction of the nuclear sector began
long before the accident at the'-?Three Mile Island generating station.
That accident may have accelerated but did not initiate the trend.

This erosion has numerous, Interrelated sources. The first is a set of
contentious issues which arose during the decade of rapid nuclear deployment
and which remain controversial today. Foremost among these are the
safety of nuclear generating plants, the competence of the utility
companies to manage these plants, the storage and disposal of radioactive
waste, and the potential misuse of the commercial nuclear fuel cycle as
a source of nuclear explosives.

The second causal factor is the apparently weakened financial structure
of the electric utility industry, attributed in part to rising capital
charges and rate increases which have not kept pace with the expectations
of the utilities or their capital markets. This provides economic
incentives for utilities to defer construction of capital-intensive
investments such as nuclear generating stations.

Third, the mid-term and short-term demand for electric energy has dropped
well below utility forecasts. This has left many utilities with excess
generating capacity and the opportunity to improve near-term cash flows
by slowing or deferring construction.

And fourth, nuclear energy in itself has become a controversial political
issue. This adds political uncertainty to the economic and technological
uncertainties described above.

III. THE ROLE OF THE GOVERNMENT
A. OIL DISPLACEMENT

Roughly 10% of the oil used in the U.S. is burned in utility steam
plants, 1.8 million bbl/day in 1977.  Many of these plants are nominally
peaking units, but delays in the completion of coal-fired and nuclear
units have caused these plants to be used in intermediate and even base-
load roles. Others are designed specifically for intermediate or base-
load use.

Nuclear energy can directly displace much of this oil. For example,
estimates suggest that the nuclear units scheduled to enter commercial
operation between now and 1982 will directly displace 250,000 bbl/day of
oil.I/ To the extent that utility systems are interconnected to allow
least-cost electricity to be distributed among utilities, this quantity
may be increased.

]_/ A nuclear plant operating at a 60% capacity factor can displace the
equivalent of 25,000 bbl/day. Whether this amount is actually displaced
depends upon the mix of fuels in use in the area served by the nuclear
plant.
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